108th CONGRESS 2nd SESSION
HOUSE OF REPRESENTATIVES

Under clause 8 of Rule XII, executive communications were taken
from the Speaker’'s table as follows:
COMMUNICATION 10016 from the

Acting Under Secretary for Acquisition, Technology, and Logistics,
Dapartment of Defense

transmitting

the DoD Mentor-Protege Program Annual Report for 2004, pursuant to Pub. L.
101-510, Sec. 831,

Referred to the Committee on Armed Services. October 5, 2004,



THE UNDER SECRETARY OF DEFENSE
3010 DEFENSE PENTAGON F i
WASHINGTON, D.C. 20301-3010

nEoog nng
ACQUISITION, StF 73 2004
TECHNOLOGY
AND LOGISTICS

The Honorable J. Dennis Hastert
Speaker of the House of Representatives
United. States. House of Representatives
Washington, DC 20515

Dear Mr. Speaker:

Section 831 of the National Defense Authorization Act for Fiscal Year 1991;
Public Law 101-510, as amended, requires the Secretary of Defense to submit an annual
report on the DoD Pilot Mentor-Protégé Program. The enclosed report, "Annual Report
on the Department of Defense Mentor-Protégé Program,” is submitted in response to that
requirement.

This report is also being submitted to the President of the Senate, the Chairman
and Ranking Member of the House Armed Services Committee, and the Chairman and

Ranking Member of the Senate Armed Services Committee.

Sincerely,

ichael W. Wynne
Acling

Enclosure:
As stated




Department of Defense
Mentor-Protégeé Program

Annual
Report

To Congress
March 31, 2004
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Introduction
W

The Office of Small and Disadvantaged Business Utilization (SADBU) manages the
Department of Defense (DoD) Pilot Mentor-Protégé Program. Each Military Department
and 2 number of Defense Agencies participate in the DoD Pilot Mentor-Protégé Program,
including the Defense Information Systems Agency (DISA), National Geospatial-
Intelligence Agency (NGA), Defense Logistics Agency (DLA), and a new participant for
FY 2003, the Missile Defense Agency (MDA).

During FY 2003, The Department of Defense Pilot Mentor-Protégé Program continued to
provide first-rate assistance to small disadvantaged businesses, while providing The
Department of Defense (DoD) with a growing number of reliable small business
suppliers of high quality goods and services. Presently, 190 firms are participating in the
program in such diverse areas as business planning and marketing, finance and contract
management, sensing and imagery systems, telecommunication systems, environmental
remediation, and engineering services. Mentor firms are providing Protégé firms with
invaluable knowledge of the procedures, policies, and nuances of the DoD marketplace,
guidance only a qualified DoD prime contractor could provide.

In 2004, SADBU presented eleven new Nunn-Perry Awards. The Nunn-Perry Award
recognizes and highlights outstanding and especially successful Mentor-Protégé
relationships. Award winners have excelled in the quality, breadth, and depth of
technical and business assistance provided by the Mentor firm and the technical
capabilities gained; certifications received; business infrastructure realized; and new
business and/or subcontracting opportunities identified by the Protégg.



Requirement Defined in Public Law

Section 831 of the National Defense Authorization Act for Fiscal Year 1991, Public Law
101-510, as amended, directed the Secretary of Defense to establish the Department of
Defense Pilot Mentor-Protégé Program. This Program was created as a result of concerns
raised by major DoD prime contractors that many Small and Disadvantaged Businesses
(SDBs) did not possess the technical capability to perform as DoD subcontractors, thus,
making it difficult for these prime contractors to achieve their SDB subcontracting goals.
Through the Program, large firms (Mentors) receive incentives to furnish technical and
business assistance!, to SDBs and firms that employ severely disabled persons
(Protégés). Eligible mentors2 receive incentives as either a direct cost reimbursement? or
credit against SDB subcontracting goals? for costs incurred. The aim of the Mentor-
Protégé Agreements, then, is to foster long-term business relationships through which
Protégé firms will be able to perform as subcontractors and prime contractors for DoD,
and on other Federal and commercial contracts. The usual period of performance of a
Mentor-Protégé Agreement should not exceed three years. However, based on unusuai
circumstances, extensions beyond that period may be authorized, but the period of
performance shall not exceed five years in any case. Additionally, Section 811
established that the total amount of direct cost reimbursement per agreement would be
limited to $1,000,000 per year, except in unusual circumstances as determined in writing
by the Director of SADBU.

For each of fiscal years (FY) 2000-2007, the Secretary of Defense is required to submit to
the Congress an annual report. The report is to include as a minimum, the following:

(A) The number of Mentor-Protége Agreements that were entered into during the
fiscal year.

(B) The number of Mentor-Protégé Agreements that were in effect during the fiscal
year.

(C) The total amount reimbursed to Mentor firms pursuant to subsection {g) during
the fiscal year.

(D) Each Mentor-Protégé Agreement, if any, which was approved during the fiscal
year in accordance with subsection (e)(2) to provide Program participation term
in excess of 3 years, together with the justification for the approval.

(E) Each reimbursement of a Mentor firm in excess of the limitation in subsection
(£)(2)(C) that was made during the fiscal year pursuant 1o an approval granted in
accordance with that subsection, together with the justification for the approval.

(F) Trends in the progress made in employment, revenues, and participation in
Department of Defense contracts by the Protégé firms participating in the
Program during the fiscal year and the Protégé firms that completed or otherwise
terminated participation in the Program during the preceding two fiscal years.




1 As outlined in Appendix 1 of Defense Federal Acquisition Regulation Supplement Mentor firms
can provide developmental assistance to Protégé firms to include: organizational management, financial
management, personnel management, marketing, business development, engineering and technical
assistance, inventory and quality assurance, as well as other assistance designed to develop the capabilities
of the Protégé firm.

2 Major DoD contractors who are performing under at least one active approved subcontracting
plan that has been negotiated with DoD or another Federal agency as regulated in the Federal Acquisition
Regulations 19.702,

3 Costs incurred under direct reimbursable agreements provide reimbursement for costs included
in indirect expense pools that are reasonable, aliocable and allowable expenses.

4 osts incurred under credit agreements are not directly reimbursed, but are applied under
Federal Agency Subcontracting plan (FAR 19.703) towards SDB Subcontracting goal in multipies of two,
three or four based on the assistance provided.



Pro gram Particigation

The DoD Pilot Mentor Protégé Program continued to maintain a steady growth rate in
2003. There were 189 agreements in effect in FY 2003, of which 72 were entered into
during FY 2003, Nearly $21.9 M was committed to direct reimbursements to Mentor

firms. FY 2003 funding was $25.3 M.

Table A-1 illustrates agreements entered into during FY 2003. Table B-1 details the
agreements in effect during FY 2003. Appendices A and B list by name the FY 2003
Mentor and Protégé participants by Agreements Entered into and Agreements in effect,

A. Agreements Entered Into

£ A : reements Emered Into

Table A-1 Memar-Prate : _
CAuFeenients 2003

UFyvpeofiAgreement

Direct Re:mbursemcnt Agreements 47

Credit Agreements 25

TOTAL Ky
_Military: Department/Defense Agency aid

Army

Navy

Air Feorce

Defense Information Systems Agency 3

National Geospatial Intelligence Agency 1

Defense Logistics Agency 1

Missile Defense Agency 1

TOTAL 47

B. Agreements in Effect

Table B-1 Mentor-Pmte
“Fvpeof Agreement

4 A ereements m E j ect

\*n coments 2003

Direct Re:mbursement Agreeents 126
Credit Agreements 63

“Military Department/Defense Agency. =~

Army

Navy

Air Force

Defense Information Systems Agency 19
Missile Defense Agency 1
National Geospatial Intelligence Agency 2
Defense Logistics Agency 1
TOTAL 126




C. Reimbursement to Mentors

Chart C-1, below, illustrates the Program’s recent funding history. Program funding
increased from $24.9 Million in 2002 to $25.3 Million in 2003. In addition to direct
reimbursement payments to Mentor firms, these monies are used to fund outreach efforts
to inform potential Mentor and Protégé participants via print media, and web pages to
host instructional conferences, and to provide Program administrative support.

The benefits of this Program’s investment in the small and disadvantaged business
community far exceed the dollar value of the annual appropriations. The tangible
mentoring, developmental, political, and moral support from the mentors and DoD
provides resources, encouragement, and confidence to this productive segment of the

Nation’s defense business sector.

Chart C-1

Program Funding
FY 2000-FY 2003

(M)

FY 2001 FY 2002 FY 20603




D. Agreements approved to provide Program participation term in
excess of 3 years

In accordance with subsection (€)(2) no agreements were approved to provide
participation term in excess of 3 years.

E. Reimbursement of Mentor firms in excess of the limitation in
subsection (g)(2)(C)

In accordance with Section subsection {g)(2)(C) no reimbursement of mentor firms in
excess of the limitation of $1,000,000 per fiscal year were approved.

F. Trends in the progress of Protégé employment, revenues, and
participation in Department of Defense contracts

This Section shows in tabular form the trends in employment, revenues, and contractual
participation for Protégé firms over the fiscal years FY 2001 to FY 2003. This
information was derived from the Mentor’s semi-annual reports. Differences among the
total number of firms in the various tables are due to omissions within the individual

semi-annual reports.

Tables F-1 and F-2 present employment information for each of the fiscal years.

Table F-1 is a macro view displaying the total employment gains, losses and no changes
with the number of firms fitting into each category. Table F-2 further breaks down the
categories into numerical subcategories, thereby giving a sense of the distribution of

employment changes.

The distribution of employment and revenue gains and losses shown is reflective of the
variances in the characteristics of the Protégé firms and the ever-changing Program
population, which turns over approximately one-third each year.



Employment

Table F- 1. Annual Employnient Gains and Losses at Protégé Firms

“Fiseal . Nomber  Employee  Number of - Employee - Number of - Net - Total
*Year of Firms  Gains .~ Firms Eosses - Firms Employee©  Firms
(. vining . -Losing . Na Gains. .
2003 62 3,174 28 -496 29 2,678 119
2002 33 1,579 12 -180 6 1,399 51
2001 59 1,684 19 -228 7 1,456 85

{Based upon data submitted in semi-annual reports to date}

~Fiseal Yeur 2003 CFiseal YVear 20020 F lscai YVear 20010

- Eniployees (s.mwdl! ust:

Increase of more than 100 10 5 4
Increase of 51 to 10D 7 3 5
Increase of 26 to 50 9 3 9
Increase of 16 to 25 6 9 8
Increase of 6 to 15 i5 3 17
Increaseof 1to 5 15 10 16
No Change 29 6 7
Decreaseof 1 10 5 13 2 13
Decrease of 6 to 15 4 7 1
Decrease of 16 to 25 5 a 2
Pecrease of 26 to 50 3 2 2
Decrease of 51 to 100 3 i 1
Decrease of more than 100 g 0 ¢
Total Number of Firms 119 51 85

¢Based upon data submitied in semi-annual reports 1o date)



Revenue

Tables F-3 and F-4 illustrate revenue gains, losses, and no changes in a similar fashion as
were presented previously with respect to employment. In addition, Table F-5 shows the
information from Table F-4 displayed as a percentage change in revenue.

Table F-3. Annual Revenue Gains and Losses at Protégé Firms
CFY Number Annual. - Numiber . Annual o Number Annual =

- of Firms Revenue - - of Firn s Cof Firms . Net Revenue:
U Gaining i ' : S Ne o Gaink
s Lo I ey o
2003 72 $498,876,554 24 {$51,256,573) 23 $447,619,982 119
2002 33 $180,949,760 10 {$26,510,437) 8 $154,439,323 51
20061 79 $234,775,408 15 ($22,873,20) 1) $212,458,088 85

{Based upon data submitted in semi-annual reports to date)

Table F-4. isribu!in o nna! Revenue Chan
ii-'_‘é“.‘.“i"ii_!;‘_“'-'3" olllod Rlodln

B

- Change. it

Increase by more than $10M 7 6 6
Increase of $5Mto $16M 19 3 7
Increase of $1M to $5M 22 17 32
Increase of $500Kto $1M 19 1 7
Increase $100K to $500K 10 5 i3
Increase of 50 to $100K 4 1 5
Ne Change 13 8 0
Decrease of 0 to $160K 4 ¢ 1
Decrease of $108Kte $500K 4 2 4
Decrease of $500K to $1M 1 1 4
Decrease of $1M to 35M 12 6 4
Decrease of $5M to 310M 3 1 2
Decrease of more than $16M g ] ¢
Total Number of Firms 119 51 85

{Based upon data submitted in semi-annual reports to date)

{0



ch cnie”

increase o!’ morethan 100% 32 13

Increase of 50% to 100% 6 9 13
Increase of 10% to 50% 29 8 23
Increase of 5% to 1% 2 1 1

Increase of 1% to 5% 3 2 2
No Change 23 8 0
Decrease of 1% to 5% 1 1 2

Decrease of 5% to 10% 1 0
Decrease of 10% to 50% 12 6 9
Decrease of 50% to 100% 8 2 4

Qecrease of more than 100% 0 0 L]
Total Number of Firms 119 51 85

(Based upon data submitted in semi-annual reports o date}
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DoD Contracts

Table F-6 shows the dollar value of contracts awarded to Protégé firms for Fiscal Year
7003. The contracts themselves are broken down into 1) subcontracts awarded by the
mentor, 2) other subcontracts, and 3) prime contracts.

Number of Protégé Firms 119 51 85
Subcontract Awards by the Mentor 598,045,929 $47,025,982 $59,695,366
Other Subcontract Awards $172,701,876 574,888,408 $141,742.026
Prime Contract Awards £606,0854,717 $499,553,055 $895,204,858
Total Cont{ract $876,802,523 $621,467,445 $1,096,642,250

(Based upon data submitted in semi-annual reports to date)

Nunn Perrvy Awards

In 1995, DoD presented its first Nunn-Perry Awards to recognize and highlight
outstanding and especially successful Mentor-Protégé relationships. The award is named
in honor of former Senator Sam Numn for his vision in sponsoring legislation to create
and fund the Program, and in honor of former Secretary of Defense William Perry for his
commitment to the implementation of the Program.

The potential benefits for Protégés participating in the DoD Mentor-Protégé Program
performance are accentuated well in the 2004 Nunn Perry awardees (FY 2003
performance). Between the start and end of participation in the program, Protége revenue
doubled for the 11 Nunn-Perry Protégé Awardees in FY 2004 (FY 2003 performance).
Aggregated data for the 11 Protégé awardees for I'Y 2004 (FY 2003 Performance) is
found in Table F-7. Appendix C lists the firms henored in FY 2003 (FY 2002

Performance).

ardees (FY 2003 Performance)
(End Date Change

Number of Employees 1,518 2,358 69

Revenue S117TM 5255 M +118%




Geographical Distribution of Mentor and Protégé Firms in FY 2003

In FY 2003, Protégés were located throughout the nation in 34 of the 50 states, including
Washington, DC. The past several years have seen increased participation within the
southeastern, upper mid-west and Rocky Mountain regions. It is the goal of SADBU to
have Agreements in all of the states and many of the public outreach efforts are oriented
to that end. Geographical Chart F-1 depicts the number of Protégés found in each state.

13
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Protégés Share of DoeD Contract Awards to Small and Disadvantaged Businesses
(SDBs)

Charts F-2, F-3, and F-4 below were created from data provided by OSD's Washington
Headquarters Service (WHS) Directorate for Information Operations and Reports
(DIOR). Chart F-2 illustrates the Protégés percentage share of the total DoD prime
contract awards by year, for small disadvantaged businesses. Chart F-3 illustrates the
Protégés dollar value share of the total DoD prime contract awards, by year, for small
disadvantaged businesses. Chart F-4 illustrates the Protégés average dollar value of DoD
prime contract awards, by year, compared to all other small disadvantaged business
awards. Chart F-5 details the historical program community impact by SDB type for
Fiscal Years 1991-2003. Note the Protégés represented in these charts are either active

Protégés or graduated Protégeés.

These charts serve to emphasize that overall performance of the Protégé companies
exceeds that of the remainder of the SDB community. The average DoD prime contract
awards to Protégés are almost four times those of other small disadvantaged business
awards. These facts further reinforce the notion that the dollar investment in the Mentor-
Protégé Program by DoD, as compared to the strong returns realized by Protégés, is

modest.

Chart F-2
Protege Contract % of Total DoD SDB Contract
Awards
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Chart E-3

Protege Contract $ of Total DoD SDB Contract
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Chart F-5
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